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o Demand

¢ Demand indicates how much of a
good consumers are both willing
and able to buy at each possible
price during a given time period,
other things constant
o PRACEN: (iR, ERENEE
= JEH4 K other things constant

¢ Emphasis on individual being both
willing and able to buy is critical




What is* willing” and “ able”

@ HBMWHJYHL
22 Willing but not able
@ HSEN R

= Able but not willing

° Demand, Wants, and Needs

¢ Demands #Wants

@ ignore the importance of ability to
buy as expressed by a person’s
budget

= FHEBMWESH, EHTTEE
#demand # need

@ focuses on the willingness and again
ignores the ability to purchase




° L aw of Demand

% Says that quantity demanded varies
inversely with price, other things

constant(FE K BrERERS A S A)

= The higher the price, the smaller the
quantity demanded

= The lower the price, the larger the quantity
demanded

o What explainsthe law of demand?

¢ Why is more demanded when the
price is lower and vice versa?

¢ The explanation begins with
unlimited wants confronting scarce

resources(ZIREIR, K EIEES)




o What explains the law of demand?

# Some ways of satisfying your wants are
appealing than others

# In a world without scarcity, everything
would be free = choose the most
attractive alternative

¥ However, scarcity is a reality = the
degree of scarcity of one good relative
to another helps determine each good’s

relative price (WLFEE)

Q Substitution Effect

¢ Recall that the definition of demand
includes the “other things constant”
assumption
# “Other things” are the prices of other goods

¢ Ex:
@ price of pizza | , other prices unchanged
->pizza becomes relatively cheaper
= consumers are more willing to purchase
pizza
= Substitute pizza for other goods
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Substitution Effect

Substitution Effect

@ Price of a good falls,

* Lower relative price makes consumers more willing to
purchase more

= Price of a good increases,

* Higher relative price makes consumers less willing to
purchase this good

o
w

The change in the relative price — the price of

one good compared to the prices of other
goods — that causes the substitution effect

Gl B
JFIAER | 10 20
B 20 40
=S 15 20 .| rdative price change
° | ncome Effect

#Money income:
# the number of dollars received per period

of time

¢ Real iIncome:

© person’s income measured in terms of the
goods and services it can buy =
purchasing power

¢ Price of a good decreases, a person’s
real income increases = increased

ability to buy a good = increase in
quantity demanded
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o What if Price of Goods Increase?
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EIURPIE R ATEES TR /KEENIG
o BERE R -
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Demand Schedule
° & Demand Curve for Pizza

Specify units being measured and

the period considered.

Thepriceisfor a 12 inch regular (b) Demand Curve
pizza and thetime period is 1 week.

$18
(a) Demand Schedule $15 a
Price per Quantity Demanded
Pizza per Week (millions) ﬁ $12 b
T
a) $15 8 g %9 c
b) 12 14 8
C) 9 20 =
d 6 26 & % d
e 3 32 ©
e
Consumersrequiremoreto buy at $0

lower pricesthan at higher prices = the 8 14 20 26 3
demand curve slopes downward. Millions of Pizzas per week




° Difference between
Demand and Quantitv Demanded

Demand denotestherelation
between price and quantity N
demanded. It isrepresented by the $15.007
demand curve ‘%
S 12.00f—+—
o
o B
An individual point on the demand % 9.00 |
curve showsthe quantity demanded O I
at a particular price o 6.00————4—————:——
| |
4 11
3.00 | | |
| | |
o b—e—————
The movement from say, b to ¢, isa change 8 14 20 26 32

in quantity demanded and is shown asa
movement along the demand curve and ca
only be caused by a changein price

NOT change in demand

Millions of pizzas per week
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° | ndividual Demand Market Demand

¢ Individual demand refers to the demand
of an individual consumer

& Market demand is the sum of the
individual demands of all consumers in

the market
Price A demand |B Demand | Market Demand
5 3 6 9
10 2 5 7
15 1 4 5

¢ Unless otherwise noted, we will be
referring to market demand

14
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o Increase in the Market Demand

Theoriginal demand curve: D

Price

Suppose income now increases
= Some consumerswill now

beabletobuy morepizzaat  g¢q5-
each price

At apriceof $12, the 720 PO f
demand amount of increases :
from 14 to 20 million per | |
week as shown by the 9 I
movement from b on demand '
curve D to point f on demand 6 :
curveD'. |
= rightward shift fromDto D’ 34 :

|

|

T

0 T T T
8 14 20 26 32

Millions of pizzas per week

While not shown, a decreasein demand = leftward shift in the demand curve 2
means consumer s arewilling and able to buy less at each price. 16




o What Factors Change the Demand

# Money income of consumers
# Prices of related goods
# Consumer expectations

# Number and composition of
consumers in the market

& Consumer tastes

¢ The above factors are assumed not
to be changed on a demand curve.

17

@ Changesin Consumer Income

& Goods can be classified into two
broad categories: R KA A BB 5]
HIBRR
= Normal goods (IEFER): KB ASE
R TIEHIERA)
= Inferior goods(£%:H74,Giffen goods):5&
KEEBASE IO GRA) T 0 (5%A)
e As income increases, consumers tend to

switch from consuming these goods to
consuming normal goods

« Ex:3th)I\, 1kl

18




o Changesin the Prices of Related Goods

¢ Two general relationships

@ Two goods are substitutes(FZZ(X) if
increase in the price of one shifts the
demand for the other rightward and
vice versa.

* EXRATHE

@ Two goods are complements( ) if
increase in the price of one shifts the
demand for the other leftward and
vice versa

» EX: DVDJESkastIERk
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o Changesin Consumer Expectations

¢ A change in consumer expectations with
respect to future prices and future
incomes also shifts demand

@ If individuals expect income to increase
in the future, current demand increases
and vice versa

@ If individuals expect prices to increase
in the future, current demand increases
and decreases if future prices are
expected to decrease

20
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o Number or Composition of Consumers

¥ The market demand curve is the sum of
the individual demand curves, a change
In the number of consumers changes
demand

2 A increase in the number of consumers
increases the market demand and vice versa.

# A Change the composition of the
consumers changes the demand
= NS REdoR (Filntt)
o BRE NI KA
o WREEET K BT

22




o Changesin Consumer Tastes

¢ Tastes are nothing more than a person’s
likes and dislikes as a consumer

@ Difficult to say what determines tastes
but clearly they are important

# And whatever factors change taste will
clearly change demand

23

° Reminder

¢ Important to remember the distinction
between a movement along a given
demand curve and a shift of the demand
curve

# A change in price, other things constant,
causes a movement along a demand curve
= changing quantity demanded

# A change in one of the determinants of
demand other than price causes a shift of a
demand curve = changing demand

24
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Q Supply

¢ Supply indicates how much of a
good producers are willing and
able to offer for sale per period at
each possible price, other things
constant

¢ Law of supply states that the
quantity supplied is related to its
price, other things constant

@ The lower the price, the smaller the
quantity supplied and vice versa

26

13



° Exhibit 3: Supply Schedule and Curve for Pizzas

Supply Schedule
Bri
Price per Quantity Supplied ree S
Pizza per Week (millions) $15 +-————————"——————
|
$15 28 |
12 24 12 7 ————="""""7"77 |
9 20 : :
6 16 9 —_.—————————— I |
8 12 Lo
| | |
6 T-————""- Lo
| | | |
Specify units being measured and 3 4 L
the period considered. | : : : :
Thepriceisfor a12inch regular 0 | | |
| N I

I
12 16 20 24 28

Millions of pizzas per week

pizza and thetime period is 1 week.

Producers offer morefor saleat higher
pricesthan at lower prices =2 the supply

curve slopes upward.
27

o Law of Supply

¢ Two reasons producers tend to offer
more for sale when the price rises

@ First, as the price increases, other
things constant, a producer becomes
more willing to supply the good

% Prices act as signals about the rewards for
producing various goods = higher prices
attract resources from lower-valued uses

@ HR 101 KEHImE L

28

14



° Law of Supply

# Second, higher prices also increase the
producer’s ability to supply the good
% The law of increasing opportunity costs =
the marginal cost of production increases as
output increases GBMEEAREE & FFH4E5)

% Since producers face a higher marginal cost
of production, they must receive a higher
price for that output in order to be able to
increase the quantity supplied

o R TR S E>RA T EEEE

29

@ supply and Quantity Supplied

¢ Supply refers to the relation between
the price and quantity supplied as
reflected by the supply schedule or the
supply curve

& Quantity supplied refers to a particular
amount offered for sale at a particular
price = particular point on a given
supply curve

30
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° I ndividual Supply and Market Supply

¢ Individual supply refers to the supply of
an individual producer

& Market supply is the sum of individual
supplies of all producers in the market

Price. | A Supply |B Supply Market Supply
5 1 4 5
10 2 5 7
15 3 6 9

# Unless otherwise noted, we will be
referring to market supply

31
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° What Factors Change Supply

= State of technology
%= Prices of relevant resources
%= Prices of alternative goods
%z Producer expectations
z Number of producers in the market
# The above factors are assumed not to
be changed along a supply curve

33

o Changesin Technology

@ If a more efficient technology is
discovered, production costs fall =&
suppliers will be more willing and more
able to supply the good = rightward
shift of the supply curve

& See next slide

17



° An Increase in the Supply of Pizza

Initial supply curve: S. S
A new high-tech:
oven bakes pizza in half $15.001 S
thetime -
- Supply curve shifts S vodt-—--———
fromStoS. c | |

5]

o 9.007 I

° I

o e a | |

E.g., when the priceis $12, 6.00 I
theamount supplied : :
increases from 24 million 3.007 [
to 28 million pizzas, as L

0 | — | B
12 16 20 24 28
Millions of pizzas per week

shown by the movement
from point g to point h.

35

o Changesin the Prices of Relevant Resources

% Relevant resources are those employed
in the production of the good
¢ For example,
—>the price of mozzarella cheese falls,
—>the cost of pizza production declines
= supply increases = shifts to the right
% Conversely, if the price of some relevant
resource increases = supply decreases
= shifts to the left

36




o Prices of Alternative Goods

@ Nearly all resources have alternative uses

@ Alternative goods are those that use some of
the same resources employed to produce the
good

@ For example, as the price of bread increases,
so does the opportunity cost of producing
pizza = the supply of pizza declines

@ Al EO R S FH AR

@ Conversely, a fall in the price of an alternative
good makes pizza production more profitable
= supply increases

37

o Changes in Producer Expectations

# Changes in producer expectations
with respect to the future can
change current supply (BLE RS A 2K
HIEE)

¢ If pizza suppliers expect higher
prices in the future, they may
begin to expand today = L5370

#When a good can be easily stored,
expecting future prices to be
higher may reduce current

supply (FEREEE)

38
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o Changesin the Number of Producers

-~

-~

”
-

# Since market supply sums the amounts

supplied at each price by all producers,
the market supply depends on the
number of producers in the market

@ If that number increases, supply

increases = shifts to the right

If the number of producers decreases,
supply will decrease = shift to the left

39
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Reminder

The distinction between a movement
along a supply curve and a shift of a
supply curve

A change in price, other things constant,
causes a movement along a supply
curve, changing the quantity supplied

A change in one of the determinants of
supply other than the price causes a
shift of the supply curve = changing
supply

20
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° Demand and Supply Create a Market

¢ Demanders and suppliers have different
views of price
# Demanders pay the price
# Suppliers receive it

@ Higher price
% pad news for consumers
= good news for producers

@ As the price rises,
= consumers reduce quantity demanded along
the demand curve

= producers increase their quantity supplied
along the supply curve

42




° Markets

% A market sorts out the conflicting price
perspectives among participants —
buyers and sellers

& Market represents all the arrangements
used to buy and sell a particular good or
service
# Reduce the transaction costs of exchange —

the costs of time and information required
for exchange

¥ The coordination
% not because of central plan
= but because of Adam Smith’s /nvisible hand

Market Equilibrium
Excess Quantity Supplied (Surplus)

Supposetheinitial
priceis $12

= producers supply $15.00+
24 million pizzas per

Price

week 12.00+
=>consumer s demand

only 14 million 9.007
= excess quantity

supplied (or surplus) 6.007

3.001

0

Supplier try to eliminate the 16 20 24

surplus by putting Millions of pizzas per week
downward pressure on the
price([iéfgijpz%) Asthe pricefalls, producersreduce their quantity

supplied and consumer sincrease their quantity
demanded and the market movestowards

equilibrium c 2

22



Market Equilibrium
Excess Quantity Demanded (Shortaae)

Supposethepriceis$s  Frice

->Consumer s demand
26 million pizzas $15.00
Producers supply only
16 million 12.00—

= Excess quantity
demanded (or a shortage) 9.007]

6.007]

3.00

Producers quickly notice 0

S

that the customers
demanding mor e pizzas
than they produce <
pressuresfor higher prices

Millions of

|
16 20 26

pizzas per week

Aspricesincrease, producersincreasetheir quantity
supplied and consumersreduce their quantity demanded
until the equilibrium price of $9 at point cisreached

45

Summary

¢ A surplus creates downward pressure
on the price and a shortage creates

upward pressure

¢ So long as quantity supplied and
quantity demanded changes, prices will

tend to change

¢ Note that a shortage or a surplus must
always be defined at a particular price

23



Qe Equilibrium

¥ When the following are equal
% Quantity & price that consumers are willing
and able to pay
= Quantity & price that producers are willing
and able to sell,
& Market reaches equilibrium = the
independent plans of both buyers and
sellers exactly match

& Market forces exert no pressure to
change price or quantity

# In previous example, equilibrium point c
=» price = $9 per pizza and quantity is
20 million pizzas per week

47

Q Equilibrium

# Market is personal because each
consumer and each producer makes a
personal decision regarding how much
to buy or sell at a given price

¢ In another sense, the market is
iImpersonal because it requires no
conscious coordination among
consumers or producers

¢ Market forces synchronize the personal
and independent decisions of many
individual buyers and sellers

24
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° Changesin Equilibrium

¥ Once a market reaches equilibrium, the
price and quantity will prevail until one
of the determinants of demand or
supply changes

# A change in any one of these
determinants
z 2 Change demand & supply
= ->Change equilibrium price and quantity in a
predictable way
# See an example in next slide

50
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° Effects of an Increasein Demand

Theinitial equilibrium price

isgivenby Dand S

Suppose demand
incr eases=» demand
shiftsfromDtoD'.

The amount demanded
at $9is30 million pizzas
—>Exceeds supplied
amount ( 20 million)
shortage = upward
pressureon price.

$12

Price

9

0

Asthe priceincreases,

the quantity demanded decreasesalong D',
the quantity supplied increasesalong S
Equilibrium point : Price $12 and a quantity of 24 miIIi05r12pizzas

30 Millions of pizzas per weekl

26



° Shifts of the Demand Curve

# Thus, given an downward-sloping
demand curve, an increase in demand
(D to D’) = a rightward shift of the
demand curve increases both the
equilibrium price and quantity

% Alternatively, a decrease in demand (D’
to D) = a leftward shift of the demand
curve reduces both the equilibrium price
and quantity

53

o Effects of an Increasein Supply

Begin with Sand D
=>» Equilibrium price and quantities
$9.00is 20 million pizzas. S

Price

Suppose supply increases
2>shift from Sto S'.

Theamount supplied at priceof $9  ¢g >
increases from 20 to 30 million

=>surplus
=>downward pressure on the price
=>» the quantity supplied declines

along S
=>the quantity demanded increases

along D
= New equilibrium: $6 and 26 D
million pizzas per week M

20 26 30
Millions of Pizzas per Week

27



o Shifts of the Supply Curve

@ An increase in supply (Sto S’) 2 a
rightward shift of the supply curve
reduces the equilibrium price but
Increases equilibrium quantity

% On the other hand, a decrease in supply
(S’ to S) = a leftward shift of the supply
curve increases equilibrium price but
decreases equilibrium quantity

55

o Simultaneous Shiftsin Demand and Supply

# As long as only one curve shifts,
we can say for sure what will
happen to equilibrium price and
quantity

¢ If both curves shift, however, the
outcome is less obvious

& See next slide

56
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I ndeterminate Effect of an
. Increase in Both Supply and Demand
Shift in demand dominates

Initial supply and demand: D, S
= pand Q aretheequilibrium
price and quantity.

Supply and demand both P’
increase = shift totheright.
Further suppose that
demand shifts morethan
supply as shown by D' and
S.

|
|
In thisinstance, price and I l
quantity both increaseto p' 0 ! 1
and Q'. Q Q' Units per period

If both demand and supply wereto decrease —for example, fromD‘, S toD, S
with the declinein demand dominating, both equilibrium quantity and price

would decline.
57

Increase in Both Supply and Demand

Indeterminate Effect of an
° Shift in supply dominates

Price

Supply shifts more than demand
does =» pricedecreasesfrom p to
p" and quantity increases.

p —]
Alternatively, if both supply and " —
demand decr ease with the shift
in supply dominating = price
will increase and quantity will |
decrease. |
|
|
0 |
Q Q" Units per period

58
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Qe Summary

¢ If demand and supply shift in
opposite directions, the
equilibrium price
= will increase if demand increases and
supply decreases
= will decrease if demand decreases
and supply increases
& Without reference to the size of
the shifts, we cannot say what will
happen to equilibrium quantity

59

° Effects of Changesin Both
Supply and Demand

Change in Demand

Demand increases Demand decreases
P+1 Q+ P‘, Q_
Equilibrium Equilibrium
price change price falls.
.. Supply is indeterminate.
5 'ncreases Equilibrium
2 P-Q+ Equilibriqm quantity change
n ! quantity increases.| is indeterminate.
c
Q
g Equilibrium Equilibrium price
< price rises. change is indeterminate.
O Supply
decreases|  Equilibrium Equilibrium
quantity change guantity decreases.
P+,Q- is indeterminate.

60
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@  Disequilibrium Prices

¥ Markets do not always reach
equilibrium quickly and during the time
required for adjustment, the market is
in disequilibrium

& Disequilibrium is usually temporary as
the market grope (##3) for equilibrium

# Sometimes, as a result of government
intervention in markets, disequilibrium
can last a long time

62
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° Effects of a Price Floor (/&7% /&)

The federal government regulatesthe prices of
agricultural commoditiesto ensurefarmersa
higher and more stableincome

To achieve higher prices, the federal
government setsa price floor = aminimum
selling price that is above the equilibrium price

Supposeit places a $2.50 per gallon price floor
for milk. Farmerssupply 24 million gallons per
week, but consumers demand only 14 million
= asurplusof 10 million gallons

This surplus milk will spail if it setson store shelves.

The gover nment spends billions of dollarsbuying and

storing surplus agricultural products.

Price per gallon

$2.50,
$1.90,

Millions of gallons per month
63

° Effects of a Price Ceiling(/Z7% £/R)

Gover nment keeps prices below the
equilibrium levels by establishing a price
ceiling, or a maximum selling price

$1000

A common exampleisrent control in

some cities. The market-clearing rent

is$1,000 per month with 50,000

apartments being rented. $600,

Now the government decidesto set a
maximum rent of $600. 60,000 rental
units are demanded, but only 40,000
are supplied (a shortage).

Monthly rent

40 50 60

Thousands of rental units per month
64
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° Summary

¢ To have an impact, a price floor
must be set above the equilibrium
price and a price ceiling must be
set below the equilibrium price

¢ Effective price floors and ceilings
distort markets in that they create
a surplus and a shortage,
respectively

67
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¢ SHERPIERBAEE " Substitution Effect”?
< SHEMIERE( " Two goods are
complements”
¢ SHERMIEEEAMAEE “Inferior goods”
@ s E DemandflIsupply[EIRFE
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Homework:

& 12500 NS AR TR RIS
= Ex#EHAEIENE /75> Demand increase
¢ 13: FREH YL Esubstitutes,
complements, or unrelated

#  Ex: Private and public transportation->
substitutes

& 17, (F G FIRE KR, SR AR R
UEIEYE 4
@ Tax credits were offered for expendltures on
?ﬁ%{gﬁ%gsu|athﬂ(Bn%%&t@E%)9E«Hﬂ Kk A >
I;:




